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V. CATASTROPHIC HEALTH INSURANCE PROGRAM 

The Committee on Finance is concerned about', the devastating effect 
which a catastrophic illness can have on families un fortunate enough 
(o be affected by such an illness. Over the past decades science and 
medicine have taken great, strides in their ability to sustain and prolong 
life. Patients with kidney failure, which until recently would have been 
rapidly fatal, can now be maintained in relative good health for many 
vears with the aid of dyalysis and transplantation. Patients with 
uinal cord injuries and severe strokes can now often be restored to a 
l,.vel of functioning which would have been impossible years ago. 
Modern burn treatment centers can keep victims of severe burns alive 
.hkI can offer the victim restorative surgery which can in many in- 
stances erase the. after effects of such burns. 

These are but a few examples of the impact- which recent progress 
in science and medicine has had. This progress, however, has had 
..nother impact. These catastrophic illnesses and injuries which here- 
oforc would have been rapidly fatal and hence not too expensive finan- 
cially, now have an enormous impact on a family’s finances. The 
newly developed methods of treating catastrophic illnesses and in- 
juries involve long periods of hospitalization, often in special inten- 
sive care units, and the use of complex and highly expensive machines 
and devices. The net cost of a catastrophic illness or injury can be and 
usually is staggering. Hospital and medical expenses of many thou- 
sands of dollars can rapidly deplete the resources of nearly any 
family in America. These families are then faced not only with the 
devastating effect of the illness itself, but also with the necessity of 
accepting charity or welfare. Catastrophic illnesses do not strike 
often, but when they do the effects are disastrous — particularly in the 
context of soaring health care costs. 

The Committee on Finance believes that Government and social 
insurance programs should be able to respond to the progress made 
in medical science. Medicine and science are now often able to mitigate 
the physical effects of a catastrophic illness or injury, and the com- 
mittee believes that goveernment, through our established social in- 
surance mechanism should act to mitigate the financial effects of such 
catastrophes. . 

The committee has adopted an amendment which would estaolish 
a Catastrophic Health Insurance Program. 

The program would be designed to complement private health in- 
surance which has played the major role in insuring acainst basic 
health expenses. About 80 percent of people under age 65 have insur- 
ance against hospitalization expenses, but these policies all have a limit 
on hospital days which they will cover. The _ most common policies 
cover 60 days of care. Similarly, existing private policies designed 
ro cover medical expenses have upper limits of coverage. Private 
major medical insurance plans are available, but are held by only 
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20 to ;!u percent of the population. In addition, even the major medic... 
p] a ,.< have maximum benefits per spell of illness, usually ran<n Rl , 
from $">,000 to $20,000. 

The- committee’s Catastrophic Health Insurance Program woul,; 
be structured to take maximum advantage of the experience gained 
by medicare. The program would use medicare’s established adminis. 
trative mechanism wherever possible, and would incorporate all of 
medicare’s cost and utilization controls. 

Eligibility 

Tiie committee amendment establishes a new Catastrophic Health 
Insurance Program (CHIP) as part of the Social Security Act fi. 
minced by payroll contributions from employees, employers and the 
self-employed. Under the committee’s provision all persons unde:- 
age (if> who are fully or currently insured under the social security 
program, their spouses and dependent children would be eligible for 
CHIP protection. All persons under age G5 who arc entitled to retire- 
ment, survivors, or disability benefits under social security as well as 
their spouses and dependent children would also be eligible for CHIP. 
This constitutes about 95 percent of all persons under age 65. 

Persons over 65 would not. be covered as they are protected under 
the medicare program which, in spite of its limitation on hospital 
and exlended-care days, is a program with a benefit structure ade- 
quate to meet the significant health care needs of all but a very small 
minority of aged beneficiaries. The largest noncovered groups under 
age 65 arc Federal employees, employees covered by the Railroad 
Retirement Act, and State and local governmental employees who are 
eligible for social security but not covered due to the lack of an agree- 
ment with the State. (There are a small number of people who arc 
still not covered by social security or other retirement programs; the 
majority of these are domestic or agricultural workers who have not 
met the necessary social security coverage requirements.) 

- Federal employees are, however, eligible for both basic and major 
medical catastrophic- health insurance protection under the Federal 
EmployeesTTfcalth Benefits Act, with the Federal Government paying 
40 percent of the costs of such coverage. To assure equitable treatment 
of those Federal employees who also are eligible for social security, 
a, special provision of the committee bill would require the Federal 
Employees Health Benefits program to make available to Federal 
employees who have sufficient social security coverage to be eligible 
under CHIP, a plan which supplements CHIP coverage; if such a 
plan is not made available to Federal employees, no CHIP payments 
will be available for services otherwise payable under the FEITB 
plan. 

Buy-in foe State and Local Employees 

Under the committee bill, State and local employees who are not cov- 
ered by social security could receive coverage under CHIP if the State 
and local governments exercise an option to buy into the program to 
cover them on a group basis. When purchasing this protection, States 
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would ordinarily he expected (o include all employees and eligible an- 
nuitants under a. single, agreement with the Seoreury. A determination 
by the. Slate as to whether an individual is an annuitant or member 
ol a retirement system or is otherwise eligible to have such coverage 
purchased on his helm If would, for purposes of I he. agreement to pro- 
vide CHIP protection, ho linal and binding upon the Secretary. Mach 
Stale which outers into an agreement with the Secretary of Health, 
Kducation, and Wei tare to purchase CHIP protect ion will be required 
to reimburse the Federal Catastrophic Health Insurance Trust Fund 
for the payments made from the, fund for the services furnished to 
those persons covered under CHIP through the State’s agreement 
with the hecreatry, plus the administrative expenses incurred by the 
Department ol Health, Kducation, and Welfare in carrying out the 
agreement. Payments will he made from the fund to providers of 
services lor covered services furnished to these persons on the same 
basis as for other persons entitled to benefits under CHIP. Conditions 
are also specified under which the Secretary or the State could, after 
due notice, terminate the agreement. 


Benefits 

The benefits that would be provided under CHIP would be the same 
as those currently provided under parts A and B of medicare, except 
that there would be no upper limitations on hospital days, extended 
care facility days, or home health visits. Present medicare coverage 
under part A includes 90 days of hospital care and 60 days of post- 
hospital extended care in a benefit period, plus an additional lifetime 
reserve of 60 hospital days; and 100 home health visits during the year 
following discharge from a hospital or extended care facility. Part B 
coverage includes physicians’ services, 100 home health visits annually, 
outpatient physical therapy services, laboratory and X-ray services 
and other medical and health items and services such as durable medi- 
cal equipment. 

The major benefits excluded from medicare, and consequently ex- 
cluded from this proposal, are nursing home care, prescription drugs, 
hearing aids, eyeglasses, false teeth and dental care. Medicare’s limita- 
tions on inpatient care in psychiatric hospitals, which limit payment 
to active treatment subject to a 190 day lifetime maximum, and the 
program’s annual limitation on outpatient, services in connection with 
mental, psyehouo.urot.ie and personality disorders are also retained. 
An additional exclusion would he for items or services which the Secre- 
tary of Health, Education, and Welfare rules to bo experimental in 
nature. 

DEDucrnjir.Es and Coinsurance 

The committee believes that in keeping with the intent of this pro- 
gram to protect against health costs so severe that they usually have a 
catastrophic impact on a family’s finances, a deductible of substantial 
size should be required. The committee’s proposal has two entirely 
separate deductibles which would parallel the inpatient hospital 
deductible under part A and the $50 deductible under part B of 
medicare. 
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'l l"' ;; <M »n i’J» ( ilcilurl ible.s are intended l<> enhance I, lie, mesh of n,., 
|>n>;:r;iii! willi private msiirmiw coverage. In order l.o re.c eive. both |„ W - 
I" !,n<i " u ' <ll ‘' nl liolli dednclible„s iniisl be, mol.. If a nerson 

worn lo meet the liospilal deductible alone, lie would become eligible 
onlv or the hasp i fa I and extended care benefits. Similarly, if a family 

mdy forTS? meSSS£ Cttl dodUCti,,le > ^ W0 " ld beco ™ c,i Wc 

lIosiTj-Ai, T)Ei»oonnr.K and Coinsurance 

T’Ikmw would he a hospital deductible of 00 days hospitalization per 
year per individual. 1 

A Her an '"dividual has been hospitalized for a total of 00 days in 

one. \ear, he won Id I eligible for payments toward hospital e.y. 

ponses associated wit I, eon tinned hospitalization. The program would 
has begin payment with the, 01, st day of his hospitalization in Unit 
.Vijir. Only those postl.ospilal extended care services which he receives 
payTiiorit'' lmvm * r ,nct (l,u (i,, - (l: hV deductible would be eligible for 

After the hospital deductible has been met, the program would pav 
hosfuddssiibstantnrlly as they are presently paid under medicare, with 
the '"dividual being responsible tor a coinsurance amount equal to one- 
TJ- f j n ! edlCaro in .P atlent . hospital deductible applicable at that 
« i v. J ;^ tcnc ‘ cd care . services which are eligible for payment would be , 
subject to a daily coinsurance amount equal to one-eighth of the medi- 

*?r pit ; a dedu . ctlb1c .- Iu January 1971, this coinsurance 
ill •'mount to 81.) a day for inpatient hospital services and $7.50 a day 
tor extended care services.) Thus the coinsurance could rise yearly in 
proportion to any increase m hospital costs. 

Medical Deductible and Coinsurance 

c-o°nnn ^ a su PP lem ental medical deductible initially estab- 

t on tnd w°?? per y® a 1 r ,P« r famil y- The Secretary of Health, Educa- 
/m! ’- Welfare wouM, between July 1 and October 1 of each year 
(beginning in 1972) ^determine and announce the amount of the sup- 
P fru' 11 ' ,' 1 medical deductible for the following year. 

The deductible would be the greater of $2,000 or $2,000 multiplied 
^heratm of the physicians’ services component of the Consumer 

^ nde f 0 £? r rp! ine tbat y ear to tbc level of that component for 
e cumber 1971. Thus, the deductible could rise yearly in proportion 
a tT mcr easein the price of physicians’ services. 

imw,^L 1 ioiH arni - 1 a haS i inCprr 1 ed , expenses of $ 2 > 000 for physicians’ bills, 
home health visits, physical therapy services, laboratory, and X-ray 

services and other covered medical and health services the family 
would become eligible for payment under the program toward these 
expenses, h or purposes of determining the deductible, a family would 
A ffri aS a h , usband and ?vife and all minor and dependent children. 
fm'P so ™ "' ed ' Ci '? deductible had been met, the program would pay 

i f ^ eligible medical expenses, with the patient being 1 re- 
sponsible for coinsurance of 20 percent. 
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Deductjiu.e Carryover 

As in part R of medicare, the plan would have a deductible carry- 
over feature — applicable to both the dollar deductible and the hospital- 
day deductible -under which expenses incurred (or hospital days 
used) but not reimbursed (luring the last calendar quarter of a year 
would also count toward the satisfaction of the deductibles for the 
ensuing year. For example, an individual admitted to a hospital with 
a cardiac condition on December 10, 1072, and continuously hospital- 
ized through February 10, 1973, would not, in the absence of the ca rry- 
over provision, meet the hospital-day deductible unless he were to be 
hospitalized for at least another 10 days in 1973. With a carryover 
provision, however, the individual described above would meet the 
hospital deductible on January 30, 1973. Similarly, if a family’s first 
eligible medical expenses in 1972 amount to $1,200 and were incurred 
during the months of November and December, and an additional 
£3,000 in eligible medical expenses are incurred in 1973, the family 
would, in the absence of a carryover provision, be eligible for pay- 
ment towards only $1,000 of their expenses in 1973. With a carryover 
provision, however, the family described above would be eligible for 
payment toward $2,200 of their expenses in 1973. 

Administration 

Payments made to patients, providers, and practitioners under this 
program would be subject to the same reimbursement, quality, health 
and safety standards, and utilization controls as exist in the medicare 
program. Reimbursement controls would include the payment of 
audited “reasonable costs” to participating institutions and agencies, 
and “reasonable charges” to practitioners and other suppliers. How- 
ever, the committee expects that appropriate modifications will be 
made to take into account the special features of this program, includ- 
ing a modification to exclude “bad debts” from those costs eligible 
in computing reasonable cost payments to institutions. 

The utilization of services would be subject to review by present 
utilization review committees established in hospitals and extended 
care facilities and by the professional standards review organizations 
established under another committee amendment. The committee be- 
lieves that all of the above controls should be applied to reimburse- 
ment of expenses for services rendered under the proposed catastrophic 
illness insurance program. In addition, the Office of the Inspector 
General for Health Administration established under another com- 
mittee amendment would be expected to closely monitor the admin- 
istration of the program and can be expected to provide valuable 
information with respect to increasing the efficiency of the program. 

The proposal contemplates using the same administrative mechan- 
isms used for the administration of medicare including, where appro- 
priate, medicare’s curriers and intermediaries. Using the same adminis- 
trative mechanisms as medicare will greatly facilitate the operation 
of this program. The proposal also would encompass use of medicare’s 
.statutory qualify standards, in t hat the same conditions of participa- 
tion which apply to institutions participating in medicare would 
apply to those institutions participating in CHIP. These standards 
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serve lo upgrade (.he quality of medical care and their application 
under this program should have a similar salutary effect. 

The Social Security Administration, utilizing its network of district 
oft ices, would determine ( he. insured status of individuals and relation- 
ships within families which are necessary to establish entitlement, to 
(Mill’ benefits. The determination of whether the deductible expenses 
had been met would also be handled by the Social Security Adminis- 
tration in cooperation wit h carriers and intermediaries. 'I' lie, proposed 
administrative, plan envisions establishing a $2,000 minimum expense 
amount before individual bills would he accepted. This would protect 
the administrative agencies from being inundated with paperwork. 

Financing 

The first year’s cost of the program is estimated at $2.5 billion on 
an incurred basis and $2.2 billion on a casli basis. The committee pro- 
vision would finance the program on a $0,000 wage base with the 
followi ng contribution schedule. : 1072-74, 0.3 of one percent of taxable 
payroll on employees and 0.3 on employers; 1075-70, 0.35; 1980 and 
after, 0.4. Rates for the self-employed would also be 0.3, 0.35, and 0.4 
i respectively. 

The _ contributions would be placed in a separate Federal Cata- 
1 strophic Health Insurance Trust Fund from which benefits and admin- 

! istrative expenses related to this program would be paid. The complete 

separation of catastrophic health insurance financing and benefit pay- 
ments is intended to assure that the catastrophic health insurance pro- 
gram will in no way impinge upon the financial soundness of the re- 
tirement, survivors, or disability insurance trust funds or medicare’s 
hospital and supplementary medical insurance trust funds. Such sepa- 
ration will also focus public and congressional attention closely on the 
cost and the adequacy of the financing of the program. 

To provide an operating fund at the beginning of the program (in 
recognition of the lag in time between the date on which the taxes are 
payable and their collection), and to establish a contingency reserve, 
a Government appropriation would be available (on a repayable basis 
without interest) during the first 3 calendar years of the program. 
The amount which could be drawn in any such calendar year could 
not exceed the estimated amount of 6 months of benefit payments 
during - that year. 

Relationship Witi-i Medicaid 

The catastrophic illness insurance program would be supplemental 
to die medicaid program with regard to public assistance recipients 
and the medically indigent in the same way in which it will be sup- 
plemental to private insurance for other citizens. Thus, medicaid will 
continue to be the State-Federal program that is intended to cover 
the basic health needs of categorical assistance recipients and the 
medically indigent. The benefit structure of medicaid varies from 
State to State, but in general it is a basic rather than a catastrophic 
benefit package. 

In addition, medicaid will continue to play a substantial role in 
financing the cost of nursing home care, which represents a cata- 


Approved For Release 2003/04/29 : CIA-RDP84-00780R0042001 1001 7-8 


Approved For Release 2003/04/29 : CIA-RDP84-00780R0042001 1001 7-8 

S’ •' * t 

191 

gfcrophic cost to many people, especially the aped. The catastrophic 
health insurance, program will, of course, lessen the burden on the 
medicaid program to some degree, since those covered by medicaid 
who are eligible wonld have a, large proportion of their catastrophic 
expenses covered, by this program, leaving only the deductible and 
' coinsurance amounts for the medicaid program to pay. Tins factor 
will not only enable the States to contain the costs of their programs, 
hut may also encourage them to improve coverage of basic services. 


Conclusion 

The committee estimates that more than one million families of the 
approximately 49 million families in the United States annually incur 
medical expenses which will qualify them to receive benefits under the 
urogram. Of course, nearly all American families will receive the 
benefit of insurance protection against the costs of catastrophic ill- 
nesses. The program is not intended to meet the health costs winch 
the population incurs for short-term hospitalization and acute illness. 
This program is intended to insure against those highly expensive 
illnesses or conditions which, although a potential threat to every fam- 
ily, actually strike only a relatively few. The committee believes that 
individuals should, during their working years, be able to obtain pro- 
tection against the devastating and demoralizing effects of such costs. 

These provisions and the taxes to pay for them would become effec- 
tive January 1, 1972. 
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